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ABSTRACT 
 
This study investigates the interdependence between financing and investment decisions 
in the presence of corporate governance factors of three hundred non-financial companies 
listed on the Main Market of Bursa Malaysia.  The sample is chosen randomly over a 
five-year period from 2007 to 2011. Using a panel data methodology, the regression 
models are derived based on the simultaneous equation modeling. Six factors of 
corporate governance mechanisms are identified: family ownership, government 
ownership, state ownership, managerial ownership, board size and board composition. 
This is among the earliest studies in Malaysia to consider simultaneity of financing and 
investment decisions by adopting 2SLS estimation technique. The major contributions of 
this study are: first, financing and investment decisions must be determined 
simultaneously. The results show that both investment and financing have positive 
impacts on each other. This positive effect is significantly stronger for firms with high-
growth opportunities than those with low-growth opportunities. Second, government link 
investment companies (GLICs) affect leverage positively but affect investment 
opportunities negatively. For that reason, the government should monitor GLICs’ 
investments as firms controlled by GLICs have lower investment opportunities. This is 
especially true for low-growth firms. In contrast to GLICs, state ownership leads to 
higher investment opportunities especially for low growth firms. Third, managers of 
high-growth firms are doing their job more effectively compared to those of low growth-
firms in making investment decision. Fourth, independent directors do not play a 
significant role regarding investment policy especially for low growth firms. Finally, 
since profitability is significant for all financing models, the finding of this study supports 
pecking order theory. 
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ABSTRAK 
 
Kajian ini meneliti keberkaitan di antara keputusan pembiayaan dan pelaburan dengan 
faktor tadbir urus korporat terhadap tiga ratus buah syarikat bukan kewangan yang 
disenaraikan di pasaran utama Bursa Malaysia. Sampel kajian dipilih secara rawak untuk 
tempoh lima tahun dari 2007 hingga 2011. Kaedah data panel digunakan dalam kajian ini 
yang membolehkan model regresi dihasilkan melalui pemodelan persamaan serentak. 
Terdapat enam faktor tadbir urus korporat yang dikenal pasti iaitu pemilikan keluarga, 
pemilikan kerajaan, pemilikan negara, pemilikan pengurusan, saiz dan komposisi ahli 
lembaga pengarah. Kajian ini merupakan kajian yang terawal dilakukan di Malaysia yang 
melihat kepada keserentakan keputusan pembiayaan dan pelaburan menggunakan teknik 
kuasa dua terkecil dua peringkat (2SLS). Dapatan kajian menunjukkan keputusan 
pembiayaan dan pelaburan perlu dilakukan secara serentak. Hal ini kerana keputusan 
menunjukkan kedua-dua pelaburan dan pembiayaan mempunyai kesan positif antara satu 
sama lain. Kesan positif berkenaan lebih kuat bagi syarikat-syarikat yang menunjukkan 
peluang pertumbuhan yang tinggi berbanding syarikat yang mempunyai peluang 
pertumbuhan yang rendah. Seterusnya, Syarikat Pelaburan Berkaitan Kerajaan (GLIC) 
menunjukkan kesan positif terhadap leveraj tetapi turut memberikan kesan negatif 
terhadap nilai pelaburan. Oleh itu, kerajaan perlu memantau pelaburan GLIC kerana 
syarikat yang dikawal oleh GLIC mempunyai peluang pelaburan yang rendah terutama 
syarikat yang menunjukkan pertumbuhan yang rendah. Sebaliknya, pemilikan negeri 
membawa kepada peluang-peluang pelaburan yang lebih tinggi terutama bagi syarikat 
yang mempunyai pertumbuhan rendah. Dapatan seterusnya menunjukkan para pengurus 
di syarikat pertumbuhan tinggi  melakukan tugas mereka dengan lebih berkesan dalam 
membuat keputusan pelaburan berbanding pengurus di syarikat pertumbuhan rendah. 
Selain itu, para pengarah bebas tidak memainkan peranan yang penting berhubung dasar 
pelaburan, khususnya untuk syarikat pertumbuhan rendah. Akhir sekali, kerana 
keuntungan adalah penting untuk semua model pembiayaan, maka dapatan kajian ini 
menyokong pecking order theory.  
Kata Kunci: pembiayaan, pelaburan, tadbir urus korporat, 2SLS 
 
 
 
 
 
vi 
 
TABLE OF CONTENTS 
 
                                                                                                                                       Page 
TITLE PAGE ..................................................................................................................... i 
CERTIFICATION OF THESIS WORK ........................................................................ ii 
ABSTRACT ...................................................................................................................... iv 
ABSTRAK  .........................................................................................................................v 
TABLE OF CONTENTS ................................................................................................ vi 
LIST OF TABLES  ............................................................................................................x 
LIST OF FIGURES ........................................................................................................ xii 
LIST OF ABBREVIATIONS ....................................................................................... xiii  
 
CHAPTER ONE : INTRODUCTION……………………………………………….…1 
1.0 Introduction ....................................................................................................................1 
1.1 Background of the Study ...............................................................................................1 
1.2 Problem Statement .........................................................................................................4 
1.3 Research Questions ......................................................................................................13 
1.4 Research Objectives .....................................................................................................14 
1.4.1 Specific Objectives ............................................................................................14 
1.5 Scope of the Study .......................................................................................................15 
1.6 Significance of Study ...................................................................................................16 
1.7 Structure of the Thesis .................................................................................................17 
CHAPTER TWO : LITERATURE REVIEW…………………………………….….19 
2.0 Introduction ..................................................................................................................19 
2.1 Underlying Theories ....................................................................................................19 
2.1.1 Theories Related to Financing and Investment Decisions .................................20 
2.1.2 Financing Decision Theories .............................................................................22 
2.1.2.1 The Modigliani and Miller Theorem ..............................................................22 
2.1.2.2 Static Trade-off Theory ..................................................................................22 
2.1.2.3 Pecking Order Theory ....................................................................................25 
2.1.2.4 Signalling Theory ...........................................................................................26 
2.1.2.5 Contracting Perspective Theory .....................................................................27 
2.1.2.5.1 Under-Investment Problem ..........................................................................27 
2.1.2.5.2 The Asset Substitution Problem ..................................................................28 
2.1.2.6 Information Asymmetry .................................................................................30 
2.1.2.7 Asset Specificity .............................................................................................30 
2.1.2.8 Market Timing Theory ...................................................................................31 
2.1.3 Investment Decision Theories ...........................................................................34 
2.1.3.1 Cash Flow Theory ..........................................................................................34 
2.1.3.1.1 Liquidity Model ...........................................................................................34 
2.1.3.1.2 Managerial Model and Information Theoretic Model .................................35 
2.1.3.2 Neoclassical Theory .......................................................................................36 
2.1.3.3 Q Theory .........................................................................................................36 
 
vii 
 
                                                                                                                                       Page 
2.2 The Empirical Evidence on the Relationship between Financing Decision and  
        Investment Decision………………………………………………………………    37 
2.3 The Empirical Evidence on the Simultaneous Relationship between Financing 
        Decision and Investment Decision………………………………………………..    47 
2.4 Corporate Governance Reforms In Malaysia ..............................................................52 
2.5 The Empirical Evidence on the Impact of Corporate Governance Factors on 
        Financing and Investment Decisions………………………………………………   53 
2.5.1 The Empirical Evidence on the Relationship between Corporate Governance 
                    Factors and Financing Decision…………………………………………….   53 
2.5.1.1 Family Ownership ..........................................................................................54 
2.5.1.2 Government and State Ownership ..................................................................60 
2.5.1.3 Managerial Ownership ...................................................................................68 
2.5.1.4 Board Size.......................................................................................................71 
2.5.1.5 Board Composition .........................................................................................74 
2.5.2 Empirical Evidence on the Relationship between Corporate Governance 
                    Factors and Investment Decision…………………………………………      76 
2.5.2.1 Family Ownership ..........................................................................................77 
2.5.2.2 Government and State Ownership ..................................................................81 
2.5.2.3 Managerial Ownership ...................................................................................86 
2.5.2.4 Board Size.......................................................................................................89 
2.5.2.5 Board Composition .........................................................................................92 
2.6 Instrumental Variables .................................................................................................95 
2.6.1 Tangibility Ratio ................................................................................................95 
2.6.2 Non-Debt Tax Shields .......................................................................................96 
2.6.3 Sales Growth......................................................................................................97 
2.6.4 Cash Flow ..........................................................................................................97 
2.7 Control Variables .........................................................................................................98 
2.7.1 Profitability ........................................................................................................98 
2.7.2 Firm Size............................................................................................................99 
2.7.3 Interest Rate .....................................................................................................100 
2.7.4 Corporate Tax ..................................................................................................101 
2.8 Summary ....................................................................................................................102 
CHAPTER THREE : RESEARCH METHODOLOGY…………………..……….104 
3.0 Introduction ................................................................................................................104 
3.1 The Research Process ................................................................................................104 
3.2 Theoretical Framework ..............................................................................................105 
3.3 Hypotheses Development ..........................................................................................107 
3.3.1 Financing and Investment Decisions ...............................................................107 
3.3.2 Corporate Governance Factors ........................................................................109 
3.3.2.1 Family Ownership ........................................................................................109 
3.3.2.2 Government and State Ownership ................................................................111 
3.3.2.3 Managerial Ownership .................................................................................113 
3.3.2.4 Board Size.....................................................................................................114 
viii 
 
                                                                                                                                       Page 
3.3.2.5 Board Composition .......................................................................................115 
3.3.3 Instrumental Variables .....................................................................................116 
3.3.3.1 Tangibility ....................................................................................................116 
3.3.3.2 Non-Debt Tax Shields ..................................................................................118 
3.3.3.3 Sales Growth.................................................................................................119 
3.3.3.4 Cash Flow .....................................................................................................119 
3.3.4 Control Variables .............................................................................................120 
3.3.4.1 Profitability ...................................................................................................120 
3.3.4.2 Firm Size.......................................................................................................120 
3.3.4.3 Interest Rate ..................................................................................................121 
3.3.4.4 Corporate Tax ...............................................................................................122 
3.4 Measurement of Variables .........................................................................................122 
3.5 Model Specification ...................................................................................................127 
3.5.1 Operational Models .........................................................................................128 
3.6 An Overview of Panel Data Estimation .....................................................................130 
3.7 Sample and Data Selection ........................................................................................132 
3.8 Summary ....................................................................................................................135 
 
CHAPTER FOUR: DATA ANALYSIS AND RESEARCH FINDING……...……136 
4.0 Introduction ................................................................................................................136 
4.1 Descriptive Analysis ..................................................................................................136 
4.2 Correlation Analysis ..................................................................................................140 
4.3 Regression Analysis ...................................................................................................144 
4.3.1 The Exogenous Financing Model ....................................................................145 
4.3.2 The Exogenous Investment Model ..................................................................147 
4.3.3 The Endogenous Financing Model ..................................................................150 
4.3.4 The Endogenous Investment Model ................................................................156 
4.4 Robustness Analyses ..................................................................................................161 
4.4.1 The Financing Model (Low Growth Firms) ....................................................163 
4.4.2 The Investment Model (Low Growth Firms) ..................................................165 
4.4.3 The Financing Model (High Growth Firms) ...................................................169 
4.4.4 The Investment Model (High Growth Firms)..................................................171 
4.4.5 The Financing (LTD) Model ...........................................................................173 
4.4.6 The Investment (CAPEX) Model ....................................................................176 
4.5 Summary ....................................................................................................................179 
 
CHAPTER FIVE: CONCLUSION AND RECOMMENDATION………..………182 
5.0 Introduction ................................................................................................................182 
5.1 Overview of the Research Process .............................................................................182 
5.2 Summary of Findings .................................................................................................184 
5.3 Contributions and implications of the Study .............................................................186 
5.4 Limitations and Recommendations for Future Research ...........................................190 
5.5 Conclusion of the Study .............................................................................................191 
 
ix 
 
                                        
                                                                                                                                                                  Page 
 
REFERENCES...............................................................................................................192 
APPENDICES................................................................................................................226 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
x 
 
LIST OF TABLES 
Table  Page 
 
Table 1.1 Funds Raised in the Capital Market and GDP Growth Rate……… 5 
Table 2.1 Summary of the Literature on the Relationship between Financing 
Decision and Investment Decision…………………………………. 43 
Table 2.2 Summary of the Literature on the Simultaneous Relationship 
between Financing Decision and Investment Decisions…………… 50 
Table 2.3 Summary of the Literature on the Relationship between Family 
Ownership and Leverage…………………………………………... 57 
Table 2.4 Summary of the Literature on the Relationship between 
Government and State Ownership and Leverage…………………... 66 
Table 2.5 Summary of the Literature on the Relationship between Managerial 
Ownership and Leverage…………………………………………... 69 
Table 2.6 Summary of the Literature on the Relationship between Board Size 
and Leverage…………………………………………………......... 72 
Table 2.7 Summary of the Literature on the Relationship between Board 
Composition and Leverage………………………………………… 75 
Table 2.8 Summary of the Literature on the Relationship between Family 
Ownership and Investment…………………………………………. 79 
Table 2.9 Summary of the Literature on the Relationship between 
Government and State Ownership and Investment………………… 83 
Table 2.10 Summary of the Literature on the Relationship between Managerial 
Ownership and Investment…………………………………………. 88 
Table 2.11 Summary of the Literature on the Relationship between Board Size 
and Investment……………………………………………………... 91 
Table 2.12 Summary of the Literature on the Relationship between Board 
Composition and Investment………………………………………. 94 
Table 3.1 Summary of the Measurements of the Variables…………………… 124 
Table 3.2 Definitions of the Variables………………………………………… 129 
Table 3.3 Derivation of Annual Sample………………………………………. 133 
Table 3.4 Comparison between Industrial population and Sample…………… 134 
Table 4.1 Descriptive Statistics of the Variables……………………………… 137 
Table 4.2 Correlation Matrix between the Variables………………………….. 141 
Table 4.3 Multicollinearity Test by Using VIF in the Financing and 
Investment Regression Models…………………………………….. 143 
Table 4.4 Exogenous Financing Regression Model…………………………... 147 
Table 4.5 Exogenous Investment Model……………………………………… 149 
Table 4.6 Endogenous Financing Regression Model…………………………. 151 
Table 4.7 Endogenous Investment Regression Model………………………… 157 
Table 4.8 Financing Regression Model for Low Growth Firms………………. 164 
Table 4.9 Investment Regression Model for Low Growth Firms……………... 168 
Table 4.10 Financing Regression Model for High Growth Firms……………… 170 
Table 4.11 Investment Regression Model for High Growth Firms…………….. 172 
Table 4.12 Financing Regression Model……………………………………….. 175 
xi 
 
Table  Page 
 
Table 4.13 Investment Regression Model…………………………………….... 178 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
xii 
 
LIST OF FIGURES 
 
Figure  Page 
 
Figure 1.1 The Debt versus Equity in Malaysia………………………………... 6 
Figure 2.1 Categories of GLIC………………………………………………… 61 
Figure 3.1 Theoretical Framework of the Determinants of Financing and 
Investment Decisions………………………………………………. 106 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
xiii 
 
TABLE OF ABBREVIATIONS 
 
IOS Investment Opportunity Set 
GDP Growth Domestic Product 
NPV Net Present Value 
OLS Ordinary Least Square 
2SLS Two Stage Least Square 
GMM Generalized Method of Moments 
GLICs Government Linked-Investment Companies 
GLCs Government Linked Companies 
MAS Berhad Malaysia Airlines System Berhad 
EPF Employees Provident Fund 
KNB Khazanah Nasional Berhad 
KWAP Kumpulan Wang Amanah Pencen 
LTAT Lembaga Tabung Angkatan Tentera 
LTH Lembaga Tabung Haji 
KKD Kementerian Kewangan Diperbadankan 
PNB Permodalan Nasional Berhad 
SOEs State Owned Enterprises 
3SLS Three Stage Least Square 
IV Instrumental Variables 
NDTS Non-Debt Tax Shields 
VIF Variance Inflation Factor 
FE Fixed Effect 
RE Random Effect 
LM Breusch-Pagan Lagrangian Multiplier 
CW Cook-Weisberg 
BP Breusch-Pagan 
EBIT Earnings Before Interest and Tax 
LTD Long Term Debt 
 
 
 
 
 
 
 
 1 
 
CHAPTER ONE 
INTRODUCTION 
 
1.0 Introduction 
This chapter starts with section 1.1 which provides the background of the study. 
Section 1.2 presents problem statement. Section 1.3 discusses research questions. 
Research objectives are discussed in section 1.4. In section 1.5, the scope of the study 
is examined. The significance and contribution of the study are explained in section 
1.6. This chapter ends with the structure of the thesis in section 1.7.  
 
1.1 Background of the Study  
The importance of corporate firms in generating a country’s higher productivity and 
better economic growth is undeniable in today’s globalization era. To play the role, 
the firms’ managers must ensure that their corporate funds and resources are utilized 
efficiently so that they can be transformed into productive activities. Since managers 
must always adopt actions that work in favor of the interest of the shareholders, they 
must only invest in projects that promote greater productivity and efficiency. Such 
projects usually need considerable investments in current technologies, building 
development and promotion of products. It is the responsibility of the firm’s corporate 
finance department to manage these financing and investment decisions. 
 
There are many alternatives that can be employed by firms to fund or finance their 
investments. One of them is debt. Together with equity and retained earnings, debt is 
definitely among the top capital structure elements of the firm. Financial leverage is 
the common term used to describe the debt level employed to pay for firm assets and 
The contents of 
the thesis is for 
internal user 
only 
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